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INSTRUCTIONS: 
 This paper consists of 10 pages (including the cover page). 
 Answer all questions. Show all calculations and workings clearly. 
 Start each question on a new page. 
 Silent, non-programmable calculators may be used. 
 Where applicable, round all calculations to two decimal places, unless stipulated otherwise. 
 Clearly indicate the group that you attend as well as the class list number (next to your name on the 
attendance register) next to the UJ logo on your script. 
 
Question  Topic  Marks  Time 
1  Multiple choice (all units)  10  18 minutes 
2  Special order  15  27 minutes 
3  Capital budgeting  28  50 minutes 
4  Capital budgeting  12  22 minutes 
5  CVP analysis  24  43 minutes 
6  Limiting factors  11  20 minutes 
    100  180 minutes 
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Question 1 {10} 
 
Choose the correct option (letter) and write it next to the question number in your script. Show 
all calculations where applicable. 
 
1.1 Which of the following is not a factor in cost-volume-profit analysis? (1) 
a. Units sold 
b. Selling price 
c. Total variable costs 
d. Fixed costs of a product 
 
1.2 Which of the following is not an assumption of cost-volume-profit analysis? (1) 
a. The time value of money is incorporated in the analysis. 
b. Costs can be classified into variable and fixed components. 
c. The behaviour of revenues and expenses is accurately portrayed as 
linear over the relevant range. 
d. The number of output units is the only driver. 
 
1.3 For decision-making, a list of the relevant costs: (1) 
a. Will help the decision-maker to concentrate on the pertinent data. 
b. Will only include future costs. 
c. Will only include costs that differ among alternatives. 
d. All these answers are correct. 
 
1.4 Sunk costs: (1) 
a. Are future costs. 
b. Are past costs. 
c. Have future implications. 
d. Are relevant to all decisions. 
 
1.5 Which of the following costs are never relevant in the decision-making 
process? (1) 
a. Fixed costs 
b. Historical costs 
c. Relevant costs 
d. Variable costs 
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1.6 Qualitative factors (1) 
a. Generally are easily measured in quantitative terms 
b. Are generally irrelevant for decision making 
c. May include either financial or non-financial information 
d. Include customer satisfaction 
 
1.7 Which of the following are not included in the formal financial analysis of a 
capital budgeting program? (1) 
a. Quality of the output 
b. Safety of the employees 
c. Cash flow 
d. Neither A nor B are included 
 
1.8 Which capital budgeting technique(s) measure(s) all expected future cash 
inflows and outflows as if they occurred at a single point in time? (1) 
a. Net present value 
b. Internal rate of return 
c. Payback 
d. Both A and B are correct 
 
1.9 The capital budgeting method which calculates the expected monetary gain or 
loss from a project by discounting all expected future cash inflows and outflows 
to the present point in time, using the required rate of return, is the (1) 
a. Net present value method 
b. Accrual accounting rate of return method 
c. Sensitivity method 
d. Payback method 
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1.10 In using the net present value method, only projects with a zero or positive net 
present value are acceptable because: (1) 
a. The return from these projects equals or exceeds the cost of capital 
b. A positive net present value on a particular project guarantees company 
profitability 
c. The company will be able to pay the necessary payments on any loans 
secured to finance the project 
d. Both A and B are correct 
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Question 2 {15} 
 
Crocodile (Pty) Ltd., a small luggage company operating from Maponya Mall manufactures 
and sells leather handbags and leather wallets. Crocodile (Pty) Ltd. has received a once-
off order of 15 leather wallets from of Elephant Ltd. The items will need to be embellished 
with a special elephant tusk logo, which will add R20 to the cost of making each item. The 
special order wallets will also take 5 minutes longer to be manufactured. Elephant Ltd. does 
not need the items to be packaged, but the order will require delivery to the Elephant Ltd 
head office which will cost R450 once off. Since the normal salesperson was not involved 
in this deal, the sales commission of 10% can be avoided for the special order.  
 
The following information is available: 
 
 Handbags Wallets 
Normal monthly demand (excluding the special order) 150 250 
Labour minutes per unit 40 30 
Labour cost per hour R150.00 R150.00 
Normal selling price per unit R500.00 R250.00 
Leather cost per meter R50.00 R50.00 
Leather required per unit (meter) 0.5 0.3 
Allocated fixed manufacturing overhead per unit R1.00 R2.00 
Packaging expense per unit R5.00 R4.00 
 
Production capacity is limited to 250 labour hours per month. 
 
Required: 
 
2.1 Does Crocodile (Pty) Ltd have sufficient capacity for the special order? (4) 
 
2.2 Calculate the minimum price per wallet that Crocodile (Pty) Ltd can accept 
on the special order. (8) 
 
2.3 If Mrs Ndlovu offers Mr Ngwenya R180 per wallet on the special order, should 
he accept it? Motivate your answer by referring to financial as well as non-
financial factors. (3) 
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Question 3 {28} 
 
Sports Unlimited (Pty) Ltd, an events company specialising in sporting events, is 
considering hosting an annual music event to coincide with the Soweto Derby. Negotiations 
with Soweto Derby Ltd, the owner of the brand, have already begun, and R27 000 was 
spent in 2017 on acquiring the rights to the name, Soweto Derby Music Unlimited, and 
designing a logo. The events would occur over 2 years.  
 
Proposed ticket prices and attendance expectations are as follows: 
 2018: 21 500 Tickets @ R200 each 
 2019: 29 500 Tickets @ R350 each 
o The large increase in prices in 2019 is due to a major international superstar 
artist performing at the final event. 
 The promoter will charge a commission of R10 per ticket sold. 
 
Costs are expected to be as follows: 
 Venue hire, sound and technical: R311 000 per event 
 Artists 2018 (local): R350 000 
 Artists 2019 (international): R2 500 000 
o The international artist will require a 50% deposit immediately to secure the 
date, with the balance payable on the date of performance. SARS will allow 
the tax deduction only in the year in which the performance occurs. 
 
The company's investment in working capital will increase by R200 000, which is expected 
to be recovered in full at the end of the project. 
 
The company will purchase a specialised branded vehicle which will drive around Soweto 
on a daily basis advertising the events. This vehicle will cost R280 000, including the 
advertising trailer and branding. SARS allows depreciation to be deducted over 4 years on 
the straight-line basis. After the last concert, the vehicle will be sold for R150 000. 
 
Assume a tax rate of 28%. Tax is paid in the year following the year of assessment and SARS 
allows assessed losses to be carried over. You may ignore the effects of deferred tax. Assume 
that all cash flows occur at the end of the year, except the investment in working capital, 
vehicle purchase and artist deposit, which will occur at the beginning of the year. You may 
ignore the effects of inflation. The company has an after-tax cost of capital of 12%. 
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Required: 
 
3.1 Write a report to the management of Sports Unlimited (Pty) Ltd, advising 
them on whether they should invest in this project. Your report should 
focus on a detailed NPV calculation of the proposed events, but should 
also mention at least one other factor to be considered. Irrelevant costs 
must be clearly indicated.  
 
(You may use either the attached tables or a financial calculator. In both 
cases, all the cash inflows and outflows must be clearly indicated before 
using the tables or the financial calculator. If using a financial calculator, 
show each keystroke entered into the calculator). (28) 
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Question 4 {12} 
 
DEF Ltd is considering the following projects: 
 
 ABC PQR XYZ 
Income per annum R50 000 R38 000 R25 000 
Expenses* per annum R45 000 R26 000 R22 000 
Depreciation* rate 25% 30% 20% 
Project time frame 4 years 3 years 5 years 
Investment in project R100 000 R160 000 R50 000 
*Depreciation is included in expenses at the rate shown above 
 
The company has set the following benchmarks for capital investment decisions: 
 Payback period: 3 years 
 Discounted payback: 2 years 
 IRR: 15% 
 ARR: 13% 
 
Required: 
 
4.1 Calculate the payback period for project ABC and comment on whether 
this project should be accepted. (5) 
 
4.2 Calculate the ARR of project PQR and comment on whether this project 
should be accepted. (5) 
 
4.3 Calculate the IRR of project XYZ. (2) 
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Question 5 {24} 
 
The 2018 annual budget for Beautiful Bags (Pty) Ltd, indicates that the company is expected 
to make a loss this year. The company produces two types of bags, hand bags and clutch 
bags, and have provided you with the following budgeted information: 
 
Product 
Sales 
price 
Variable 
manufacturing 
cost 
Fixed 
manufacturing 
cost 
Variable non-
manufacturing 
cost 
Fixed non-
manufacturing 
cost 
Hand bag R450 R180 R9 000 R60 R7 500 
Clutch bag R375 R210 R15 000 R30 R5 800 
 
Fixed head office costs are R25 000 per annum and are allocated to products based on sales 
revenue. 
The maximum capacity is 500 handbags and 1 800 clutch bags but the projected sales volume 
for 2018 is 160 hand bags and 580 clutch bags. The general manager of Beautiful Bags (Pty) 
Ltd, has approached you for help. 
 
Required: 
 
5.1 Calculate the total budgeted profit per product (hand bags and clutch 
bags) for Beautiful Bags (Pty) Ltd for 2018. Use the contribution income 
statement format. 
(7) 
 
5.2 Calculate the amount of units Beautiful Bags (Pty) Ltd needs to sell to 
avoid making a loss in 2018. (5) 
 
5.3 The marketing director is convinced that if an additional amount of 
R18 000 is spent on advertising sales volume can double. Calculate 
what the margin of safety ratio would be under these conditions. (6) 
 
5.4 Calculate the degree of operating leverage for the company as a whole, 
if the suggestion in 2.3 is implemented (6) 
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Question 6 {11} 
 
High 5 (Pty) Ltd manufactures wooden cell phone covers for iPear 8 phones. It is a fairly new 
business and thus they only focus on two products namely: skin casing and ultimate casing. 
The skin casing is a thin casing for those customers who prefer a lightweight casing, whilst 
the ultimate casing is heavier but provides that extra protection against accidental drops.  
 
High 5 was established by 5 friends that met at varsity. They currently manage all the 
manufacturing themselves and are not interested in growing the workforce. These 
entrepreneurs work 8 hours a day, 24 days in a month.  
 
The following budget has been prepared on a per unit basis: 
 
 Skin casing Ultimate casing 
Sales price R200.00 R250.00 
Product cost:   
Wood (R0.30 per gram) R60.00 R70.00 
Plastic (R0.40 per gram) R13.00 R17.00 
Labour (R50.00 per hour) R70.00 R90.00 
Variable overheads R8.00 R8.00 
Fixed overheads R10.00 R10.00 
Contribution R49.00 R65.00 
Monthly demand (units) 
Twice the amount of 
ultimate casings 
420 
 
Wood is limited to 210 kilograms per month. The contribution per gram of wood for a skin 
casing is R0.25 and the contribution per gram of wood for an ultimate casing is R0.28. High 5 
is certain that plastic is not a limiting factor, since thorough investigation has been done 
recently. 
 
Required: 
 
6.1 Advise High 5 on the optimal production mix given the current available 
information that represents normal production. (11) 
Total marks [100] 
